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International Liquidity 


In an address to the New York Section of the 
American Finance Association in New York on Novem- 
ber 14, Mr. Per Jacobsson, Managing Director of the 
International Monetary Fund, said that a year ago, 
when the economic recession became more in evidence 
in the United States, there were those who remembered, 
especially in Europe, how many economists, and 
others also, had been convinced that a setback in the 
U.S. economy would expose other countries to a strain 
in their balance of payments and, indeed, intensify 
what had been called “the dollar shortage.” For the 
European countries, this could be a serious matter; 
some of them had already experienced two periods of 
acute tension in their exchange markets since the sum- 
mer of 1956, and if they had to look forward to another 
period of exchange troubles, they were naturally inclined 
to be worried. The British especially, who had been 
taking strict measures at home to restore their financial 
position, began to be anxious, and they considered it 
necessary to enter into discussions with their U.S. 
friends about the international liquidity position, with 
a view to finding out whether some safeguarding meas- 
ures could not usefully be taken. 

“Looking back, we now know,” said Mr. Jacobsson, 
“that movements in the exchange markets have been 
very different from what had been feared; instead of 
losing reserves to the United States, most European 
countries, and also some countries outside Europe— 
notably Japan—have been able to increase their gold 
and dollar holdings quite substantially, while the United 
States has had to sustain a gold outflow of about $2 bil- 
lion. Fortunately, the United States still has very large 
gold reserves; and with other industrialized countries 
gaining reserves, there are not at the moment any signs 
of an immediate liquidity crisis or any real prospect of 
any such crisis in the foreseeable future. At the recent 
Meeting of the Fund and the Bank in New Delhi, the 
representatives of the industrialized countries in Europe 
and elsewhere were more relaxed than they had been 
at any previous Meeting of these two institutions. But 
even so, the discussion about the world’s liquidity posi- 
tion has been continued; and—what is really significant 
—at the New Delhi Meeting the representative of the 
United States put forward proposals for an increase in 
the resources of the Fund and the Bank. Why have 
these proposals been made; and why is it that these 
proposals have received almost universal approval at a 


time when nobody seems seriously to believe in any 
immediate threat to the world’s liquidity position?” 

Mr. Jacobsson then recalled how the problems of 
international liquidity were successfully dealt with in 
the days before 1914, when almost all countries adhered 
to the rules of the international gold standard. “The 
gold standard system as it worked before 1914 secured 
for the world two advantages. First, it was effective 
in maintaining proper balance between the economies 
of the various countries. If, in the pursuit of too lax 
a credit policy, any country went out of line, it would 
lose gold; and it was then bound by the generally 
accepted rules to increase its discount rates and take 
other restrictive measures to check or reverse the flow 
of gold. Since world trade was generally expanding, 
it was often sufficient to call a halt in the credit expan- 
sion to get into line again. The measures were no doubt 
harsh at times, but in view of the fact that trade was 
expanding they generally did not cause more than 
passing hardships. Secondly, the regular flow of gold 
from current production led to a general increase’ in 
monetary reserves, which in its turn gave an impetus 
to expansion in the supply of credit, sufficient as a rule 
to provide the increase in purchasing power and work- 
ing capital needed to finance the growth in trade and 
production. Professor Gustav Cassel had laid great 
stress on the role of newly mined gold in securing an 
adequate expansion in the financial structure, and 
arrived at the figure of 3 per cent as the rate of expan- 
sion required. In some periods before 1914 this rate 
was not fully reached, in other periods it was somewhat 
exceeded, but the divergence was never considerable, 
with the result that the general price level was relatively 
stable in the period 1860 to 1914. 

“Some countries at that time had quite substantial 
gold reserves which went on increasing from year to 
year; others—particularly Great Britain—had what we 
would now consider astonishingly slender gold reserves 
—only some £30 million or $150 million when they 
were the highest for any pre-1914 year. One reason 
why London could maintain orderly monetary condi- 
tions on such a slender gold basis was that Great Britain 
was a pronounced creditor country and had substantial 
short-term claims on other countries—largely in the 
form of acceptances—which could readily be mobilized. 
Another reason was the effectiveness of the British bank- 
ing system, working with a traditional 10 per cent cash 
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ratio; in such a system, only a relatively slight addition 
to reserves was needed for credit to be expanded in an 
effective way. The proportion between the gold reserve 
and the credit volume or the volume of foreign trade 
of individual countries varied considerably. Both for 
individual countries and for the community of nations 
the efficient working of the credit system was a factor 
of the greatest importance. Just as the liquidity of an 
individual firm can never be judged on its cash holdings 
alone, since account must be taken of its credit standing 
and its borrowing possibilities, so the very fact that the 
international credit system functioned smoothly under 
conditions of widespread monetary confidence made it 
possible as a rule for individual countries to borrow 
when a deficit arose in the balance of payments, so 
that they would not have to rely solely on their reserves 
in a period of strain.” 

Mr. Jacobsson pointed to three main lessons to be 
learned from the working of the pre-1914 gold standard. 
There is need for monetary discipline to keep economies 
in balance one with the other; there must be a mecha- 
nism sufficiently effective to assure the expansion in 
the credit supply needed to sustain the growth in trade 
and production; and, in order to implement these pre- 
requisites and thus to assure a properly functioning 
international monetary standard, there must be an effec- 
tive international credit system. 

“Foreign as well as domestic trade is financed pri- 
marily by commercial banks, and it is the supply of 
commercial credits that keeps the wheels of commerce 
moving. The liquidity generated in the financially im- 
portant countries is therefore of special importance for 
the trend of world trade; to give but one example, the 
credit expansion in the United States during the recent 
recession has also helped to increase the supply of 
dollars to the rest of the world and has thus facilitated 
international settlements. But in order to expand credit, 
commercial banks need the support of the central 
banks—in the United States, of the Federal Reserve 
System—and such support can be granted only if the 
central banks themselves are in a sufficiently strong 
position. Situations may arise—in emergencies, in 
booms, and in depressions—when the central banks are 
in need of temporary assistance. The need of such 
assistance was one of the main reasons why the Bretton 
Woods institutions, and especially the International 
Monetary Fund, were established.” 

Mr. Jacobsson then recalled the events which led up 
to and followed the suspension of gold payments by 
the Bank of England in September 1931. In May 1931, 
the largest Viennese bank—the Austrian Credit Anstalt 
—had to close its doors; the nervousness which this 
created spread to Germany and gave rise in the sum- 
mer to a very severe banking crisis in that country; 
within a few weeks, the pound came under pressure 


and the flight of capital became so intense that, in 
September, first the pound and then a number of other 
currencies were devalued. “Thus a crack which had 
begun in a relatively small country went on spreading; 
and before the disruption was ended, both the dollar 
and the so-called gold block currencies—including the 
Swiss franc—had also to be devalued. It is often 
asserted that the real reason for the devaluation of the 
pound was that the British authorities had in 1925 
stabilized their currency at too high a level, the pre- 
1914 gold parity, so that it necessarily had to be 
adjusted in relation to other currencies. But, when the 
whole process of adjustment was over, by the middle 
of the 1930's, the pound and the dollar, as well as 
most other currencies, had again reached much the 
same relation to each other as had existed before the 
devaluations, so that in that respect there had been 
hardly any real change. Little was gained for the world 
by these devaluations; world trade remained stagnant 
throughout the 1930's, notwithstanding the resort to 
cheap money policies and deficit spending pursued in 
most countries. Some serious efforts were indeed made 
in 1931 to support the exchange structure when it came 
under pressure. Special credits were arranged up to a 
total of about Sw F 5 billion or US$1 billion, which in 
real value would be equal to at least $2.5 billion today. 
These credits proved insufficient, but this does not 
mean that a larger amount of credit, perhaps twice as 
much, would not have been successful in averting the 
devaluations—and in doing so many of the subsequent 
troubles, political as well as economic, might well have 
been averted. 

“Winston Churchill has said about the second World 
War that it was the most unnecessary war in the history 
of mankind. I would not go so far as to say exactly 
the same about the devaluations of 1931 and the follow- 
ing years, but I still think they could have been avoided; 
and if they had been avoided, much of the trouble that 
followed in their wake would also have been avoided 
and perhaps even the war itself. I have dwelt at some 
length on this liquidity crisis of 1931 because I am 
haunted by Santayana’s saying: “Those who do not 
remember the past will be condemned to repeat it.’” 

Referring to the work of the International Monetary 
Fund, Mr. Jacobsson stated that the Fund had been 
established to ensure a better order in monetary rela- 
tions and to do that by granting, in case of need, finan- 
cial assistance which would help countries to take the 
proper steps to restore balance both internally and 
on their foreign accounts. “It was specifically laid down 
that the Fund was not intended to provide facilities for 
postwar reconstruction or relief. Nevertheless, thanks 
to Marshall Aid and the fact that many overseas coun- 
tries had fairly large sterling and dollar balances accum- 
ulated during the war, it was possible to embark upon 
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programs of postwar reconstruction without being 
unduly hampered by a dangerous shortage of foreign 
exchange. Since these needs were thus met from other 
sources, there was little necessity for Fund assistance 
in those years. 

“The combination during the war years of direct 
controls to keep down prices and the generally rapid 
rate of increase in the volume of money and of claims 
that could easily be turned into money left most coun- 
tries with excess liquidity in their domestic markets in 
the postwar period of reconstruction. This excess 
liquidity necessitated some important adjustments, 
which for the most part took the form of a fairly rapid 
increase in prices, although in a number of countries 
the adjustments also took the form of devaluation. 
Often one crisis followed another—notwithstanding the 
aid from abroad—but after ten years of postwar recon- 
struction, two important results had been gained. By 
1956 the European economies had generally reached 
a fair degree of balance internally and in relation to 
each other and to the rest of the world, and flexible 
credit policies (including changes in interest rates) 
had generally been accepted as an essential element in 
the maintenance of a balanced position. 

“Both these gains were put to a severe test in the 
autumn of 1956, when sterling in particular was exposed 
to a considerable strain. As a currency widely used 
for international settlements, sterling was particularly 
vulnerable in a period of nervousness; those who had 
claims on London asked for immediate payment, while 
those who had payments to make in sterling delayed 
settlement as long as they could. Britain’s gold and 
dollar reserves were rapidly reduced by these capital 
movements, although the current account of the balance 
of payments continued to show a surplus. In December, 
the British Government turned to the Fund with a 
request for financial assistance of $1,300 million, and 
received a drawing of $561 million and a stand-by of 
$739 million. Moreover, a line of credit of $500 mil- 
lion was arranged with the Export-Import Bank of 
Washington. The assistance by the Fund was granted 
on the basis of a declaration by the British Government 
that strict financial and credit policies would be 
pursued; that quantitative restrictions would not be 
reimposed; and that the value of sterling would be 
maintained. Thanks to the policies thus pursued, and 
the financial assistance obtained, the crisis was averted 
and the value of the pound upheld. 

“Nervousness persisted, however. In the summer of 
1957 a new tension set in on the European exchange 
markets, caused more particularly by rumors regarding 
a possible revaluation of the German mark. In Sep- 
tember 1957, when the crisis was at its height, the Bank 
of England raised its discount rate from 5 per cent to 
7 per cent, while the Deutsche Bundesbank lowered its 
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rate from 442 per cent to 4 per cent, and declarations 
were made at the Fund Meeting in Washington to the 
effect that there was no intention to alter exchange 
parities. These measures and declarations impressed 
the markets and calm was restored; since October 1957, 
Great Britain has been able to add to its reserves each 
month. All this points to the fact that the pound was 
not overvalued; that there was no fundamental reason 
for any devaluation; that it certainly was in the general 
interest that the exchange crisis should be overcome. 
For had it led, as in 1931, to an alteration in exchange 
values, nobody could have told what the consequences 
might have been. 

“At the time of the Suez conflict, the Fund was able 
to grant substantial assistance to Great Britain because 
its holdings of gold and convertible currencies were at 
that time still almost intact. This was, however, the 
beginning of a very active period for the Fund, and the 
assistance granted has reduced its uncommitted 
resources so that today it would not again be possible 
to extend assistance on such a massive scale as was 
received by Great Britain. 

“One of the principal reasons for increasing the 
resources of the Fund, but by no means the only one,” 
Mr. Jacobsson said, “is to be found in the general 
interest of avoiding devaluations which are not dictated 
by the realities of foreign trade and competitive prices, 
since experience shows that once a crack starts it is 
difficult to limit its effects. It is, however, important 
to remember that the British Government itself took 
very strict measures, including an increase in the bank 
rate to 7 per cent, an unusually high rate in times of 
peace. In other cases where the Fund has granted 
financial assistance, corrective measures have also been 
taken by the countries which received the assistance; 
and the policies which the countries in question intend 
to follow have been set down in declarations to the 
Fund, often taking the form of comprehensive stabiliza- 
tion programs—as recently in France, Brazil, and 
Turkey. In these and in some other cases, the resources 
provided by the Fund have been supplemented by 
credit facilities, largely of a more long-term character, 
from other sources—from U.S. agencies, the European 
Payments Union, and, in a few cases, also from New 
York banks. 

“The principles and practices which govern the 
granting of financial assistance from the Fund had 
already been laid down by the Board of Executive 
Directors before the active period started in 1956. The 
attitude of the Fund toward requests for drawings or 
stand-by arrangements depends not upon the absolute 
amount involved, but upon the proportion it bears to 
the country’s quota. Requests for drawings of the first 
25 per cent of the quota, normally corresponding to 
the country’s own gold subscription, are almost auto- 
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matically approved; for the next 25 per cent, the 
Fund’s attitude is a liberal one, members being required 
to show that they are making reasonable efforts to solve 
their own problems. For any drawings bevond these 
limits, however, substantial justification is required: 
namely, that the drawing must be in support of a 
sound program likely to ensure enduring stability at 
realistic rates of exchange. It is largely through the 
application of these principles that the Fund is able to 
contribute to the observance of a degree of monetary 
discipline in the member countries. The Fund is not 
just an additional source of credit, but is recognized 
more and more as a source of credit available in sub- 
stantial amounts only to members that have satisfied 
the Fund of their intention and capacity to restore 
balance. These principles apply to developed and 
underdeveloped countries alike; in fact, the majority 
of cases in which the Fund has granted assistance have 
been in relation to underdeveloped countries, which 
have had to satisfy the Fund, as well as the other 
institutions from which they have requested assistance, 
about the soundness of their programs. With the 
enlargement of the Fund's resources there is no desire 
or intention to depart from the principles which have 
thus been laid down. 

“An increase in world liquidity by means of an 
increase in the Fund’s resources would make it pos- 
sible,” Mr. Jacobsson said, “to pinpoint the amounts 
made available by the Fund to particularly weak spots 
in the monetary structure, and thus to prevent cracks. 
The funds would be made available when they were 
most needed—which may be in times of boom as well 
as in times of depression. The greatest amount of Fund 
assistance was made available in the boom years of 
1956-57. The Fund has in fact shown that it is pre- 
pared for diverse contingencies—many of which cannot 
be clearly defined in advance. The Fund, moreover, 
will help to ensure that degree of financial discipline 
without which no international monetary standard can 
function properly. 

“The balance which has been restored by the econ- 
omies of various countries, taken together with the 
recent improvement in the reserves of most industrial- 
ized countries, has naturally again,” Mr. Jacobsson 
said, “raised the question whether further steps could 
not be taken in the fairly near future to restore the con- 
vertibility of currencies, at least of the leading countries. 
The possibility of having recourse to the Fund's 
resources as a second line of defense may make coun- 
tries more confident to make progress toward converti- 
bility, and may, indeed, induce them to take stricter 
and more constructive measures than if they had to 
rely on their own resources alone. The British Chan- 
cellor of the Exchequer, Derick Heathcoat Amory, 
stated at the Fund’s Annual Meeting in New Delhi 


that the strengthening of sterling had ‘brought us still 
nearer to the convertibility of the pound, which is our 
objective.’ 

“It is also an important fact that world trade has 
risen considerably in volume and value in the postwar 
period, with the result that whenever periods of ner- 
vousness set in there may be considerable shifts in the 
timing of payments between countries; in any emer- 
gency, or even in any period of exchange tension, the 
movements of funds that will follow are likely to be on 
a large scale. The rise in prices by at least 50 per cent 
since 1946 has reduced the real value of the Fund’s 
resources, which are now considerably less than was 
envisaged when the original endowment was made. 
An increase in these resources by 50 per cent would 
merely give to the Fund the same power of action that 
was allotted to it at Bretton Woods. At the moment, 
the Fund’s uncommitted resources in gold and US. 
dollars amount to $1.4 billion. By an increase of 50 per 
cent in quotas the Fund would obtain an additional 
amount in gold and U.S. dollars of about $2 billion; 
drawings of some of the major currencies which are 
not yet fully convertible are also likely to become 
increasingly attractive to members. 

“The Fund's ability to provide resources to countries 
in difficulties,’ Mr. Jacobsson added, “benefits not just 
those countries which have sought or may seek the 
Fund’s assistance but all the members of the Fund. It 
was in the general interest that a devaluation of sterling 
was avoided in 1956, that tension in the exchange mar- 
kets was reduced in 1957, and that countries have been 
helped to push forward with their stabilization pro- 
grams; it is also in the general interest that, by a stricter 
observance of financial discipline, a sound monetary 
basis should be created for a renewed expansion of 
world trade.” 

With reference to suggestions that have been made 
that the price of gold should be raised in order to 
provide the regular increase in liquidity required for 
an expanding world trade, Mr. Jacobsson said that 
“those who advocate an increase in the gold price 
generally take as a starting point a particular year in 
the past, say 1938, when the relation of reserves to 
world trade was exceptionally high, and they then 
contend that a similar relation should be restored with- 
out much delay. But 1938 was a year of stagnant 
trade in a disturbed world, unsuitable, for this and 
other reasons, as a basis for any comparisons. If 1930 
or 1928 had been selected instead, the present reserve 
position would appear in a much more favorable light. 
So many other factors have to be taken into account— 
among them the proper working of the international 
credit system—that no year can be said to provide an 
appropriate basis for comparisons in this field. 
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“The argument that, since world trade may be 
expected to rise by something like 3 per cent a year, 
central banks ought also to increase their reserves by 
3 per cent a year presupposes that those countries 
which already have large reserves should continue to 
increase them at the same rate. Many of these countries, 
however, consider that they already possess all the 
reserves they need to give adequate support to their 
commercial banks, and to meet whatever deficits may 
arise in their balance of payments. Neither Switzerland 
nor West Germany seems to want to add to its present 
reserves—and probably the same applies to Venezuela 
—while the United States is still the owner of over one 
half of the Free World’s stock of monetary gold. An 
increase at the rate of 3 per cent per year in the reserves 
of other countries which do not have such large reserves 
would, over the next ten years, require an addition of 
about $8 billion. The addition to reserves from current 
gold production is likely, at the present price of gold, 
to be at least $7 billion for the next decade, even after 
allowing for an increase in the present large gold hoards. 
Thus gold production as a whole will go far toward 
meeting additional requirements for reserves, and some 
further addition to reserves may be expected from 
increased dollar and sterling holdings. Some of the 
countries which ought to add to their reserves will 
probably not in fact do so, and at least some of the 
newly mined gold will therefore be diverted to countries 
which already have sufficient reserves. 

“If the gold price were nevertheless to be raised and 
the annual supply of newly mined gold becoming avail- 
able for monetary purposes were thus to be increased 
by added value and rising output from $700 million 
to, say, $1,400 million a year, the result might well be 
that too much gold would be offered to the monetary 
authorities. One must not forget that liquidity can be 
excessive, giving rise to further inflation if costly and 
difficult countervailing measures are not taken. It may 
well be held that gold will retain its usefulness as a 
currency basis (and not lose it as silver did) only if 
it remains sufficiently scarce to be sought after and 
willingly absorbed. 

“Now that the leading countries have fairly ample 
gold and foreign exchange reserves—especially after 
the recent improvement in the British position—it 
seems that the credit volume in these countries could 


be expanded sufficiently to meet the normal needs of a 
dynamic world economy without any of the countries 
being unduly hampered by reserve considerations. 
Although there is therefore little reason to worry about 
the over-all reserve position of the world, safeguards 
must nevertheless be provided for exceptional circum- 
stances of an emergency nature, for assistance in the 
implementation of stabilization programs, and for other 
purposes—requirements which may be met by resort 
in case of need to the resources of an enlarged Fund. 
If these safeguards are provided, the basis should have 
been established for the pursuit of intelligent credit 
policies under which sufficient liquidity can be gen- 
erated to keep pace with, and even to stimulate, the 
growth of world trade. These developments are im- 
portant even in a wider field, for they form a pre- 
requisite for more confident long-term investments, and 
for the pursuit of all those other activities which help 
to build up a sound world economy.” 

Mr. Jacobsson concluded by pointing out that the 
Free World’s record in the financial field has been far 
from unsatisfactory in recent years. “There have been 
formidable difficulties, both political and economic, to 
be mastered. However, the emergency after the Suez 
conflict was successfully overcome, and so was the 
tension on the exchange markets which became so 
acute in the summer of 1957. There is now more 
confidence in most currencies than there was only a 
few years ago. The recession here in the United States 
has again been only of short duration. World trade has 
not generally been hampered by new obstacles in the 
form of increased tariffs or import restrictions, but has 
shown considerable resilience in the face of a down- 
ward trend of business. Foreign aid has been continued, 
and the efforts made by the Fund and others to extend 
financial assistance to countries in temporary difficulties 
not only permit corrective measures to take effect but 
also enable these countries to continue their develop- 
ment. All this has very largely reflected sound judg- 
ment and courageous action on the part of the authori- 
ties in many countries of the Free World. It is in the 
general interest that the progress made should be con- 
solidated and expansion resumed. The proposals to 
increase the resources of the Fund and the Bank may 
be regarded as a further sign of willingness and deter- 


mination to give added strength to the economies of 
the Free World.” 





IBRD Bond Issue 


An issue by the International Bank for Reconstruc- 
tion and Development of $100 million of 4% per cent 
fifteen-year bonds offered by an underwriting group 
comprising 181 investment firms and commercial banks 
headed jointly by The First Boston Corporation and 


Morgan Stanley & Co. was oversubscribed. The bonds, 
due December 1, 1973, are priced at 100 per cent and 
accrued interest to yield 4.50 per cent to maturity. 

The bonds are not redeemable prior to December 1, 
1968, except through the operation of a sinking fund, 
under which the Bank will retire $5 million of the 
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bonds on or before June 1, 1964 and on or before 
June | in each year to and including 1973. The sink- 
ing fund is calculated to retire 50 per cent of the 
issue prior to maturity. From December 1, 1968 the 
bonds are subject to optional redemption at prices 
ranging from 102% per cent to par. 

As for other World Bank issues recently sold in the 
United States, the Bank is offering certain institutional 
investors the privilege cf taking delayed delivery of the 
bonds on one or more quarterly dates from March 1, 
1959 through December 1, 1960. A commitment fee 
at the rate of % per cent per annum from December 2, 
1958 to delivery will be paid by the Bank to purchasers 
under the delayed delivery contracts. The delayed 
delivery arrangement is expected to enable the Bank 
to coordinate a portion of its borrowings with loan 
disbursements and also to make it possible for the 
purchasers to arrange payments to suit individual 
preferences in the light of their own projected cash 
positions. 

This is the tenth issue of World Bank bonds to be 
marketed in the United States on a negotiated basis 
by underwriting groups headed by The First Boston 
Corporation and Morgan Stanley & Co. The last offer- 
ing, in May of this year, was $150 million of ten-year 
3% per cent bonds (see this News Survey, Vol. X, 
p. 346). 

Giving effect to the present issue, to delivery of bonds 
under delayed delivery contracts, and to amounts to 
be drawn down under a deutsche mark borrowing, the 
Bank’s funded debt will be $1,845,141,039, which 
includes $1,597,790,000 payable in U.S. dollars and 
the equivalent of $247,351,039 payable in other cur- 
rencies. From its establishment to September 30, 1958, 
the Bank had entered into loan commitments in an ag- 
gregate principal amount equivalent to $4,1 11,387,893 
to finance programs or projects in 49 countries. The 
loan commitments effective and held by the Bank as of 
September 30, 1958 totaled $2,999,051,062, of which 
the undisbursed balance was $732,044,874. 


Sources: International Bank for Reconstruction and 
Development, Press Release, Washington, 
D. C., November 18, 1958; The Wall Street 
Journal, New York, N. Y., November 18, 
1958. 


Europe 


U.K. Exchange Control 

As from November 10, residents of the United King- 
dom are allowed to send cash gifts of up to £10 a year 
to persons resident in countries outside the Scheduled 
Territories. Previously, gifts were authorized only on 
grounds of hardship, although bona fide cash gifts were 
allowed to persons residing in Scandinavia. The full 


allowance for the current year is available until Decem- 

ber 31. It will thereafter be available for each succeed- 

ing calendar year. It is not transferable from one 

resident to another and is noncumulative. 

Source: The Times, London, England, November 4, 
1958. 


Reduction of Netherlands Discount Rate 


The Netherlands Bank on November 15 announced 
a reduction of ¥% per cent in its discount rate, the 
fourth reduction within one year. The basic rate has 
thus been lowered to 3 per cent, the rate that had been 
set on February 7, 1956; in the course of 1956 and 
1957, the rate had been increased gradually, to a 
maximum of 5 per cent in August 1957. The other 
interest rates also were reduced by 2 per cent on 
November 15. Funds have been relatively abundant 
recently and the Bank’s decision to reduce the discount 
rate appears to be in accordance with the easier con- 
ditions in the money market. 

Gold and dollar reserves of the Netherlands have 
continued to grow steadily in recent months. Primarily 
because of large cuts in imports, the trade deficit in 
the first ten months of this year was reduced to the 
equivalent of some US$330 million, from $920 million 
in the corresponding period of 1957. 


Sources: Het Financieele Dagblad, Amsterdam, Neth- 
erlands, November 15 and 17, 1958. 


Import Liberalization in West Germany 

The Ministry of Economics of the Federal Republic 
of Germany published in the Bundesanzeiger of No- 
vember 8, 1958 a list of goods which are no longer 
subject to quantitative import restrictions. The list 
contains about 50 items including paper products, 
certain wooden articles, and some metal products. This 
new list, which according to the Frankfurter Allgemeine 
Zeitung was published in view of the present GATT 
session in Geneva, has been welcomed by members at 
the session, particularly since a further liberalization 
list has been announced for early 1959. This second 
list, which it is believed will take effect on January 1, 
1959, is reported to contain about 64 items, all of 
which are agricultural products. 


Source: Frankfurter Allgemeine Zeitung, Frankfurt am 
Main, Germany, November 19, 1958. 


United States and Canada 
U.S. Foreign Aid in Fiscal 1958 


U.S. grants and credits abroad in the fiscal year 
1958 amounted to $5.0 billion, 7 per cent more than 
in the previous fiscal year. Net transfers under grants 
and long-term credits, at $4.7 billion, were $830 million 
larger than in fiscal 1957, owing largely to an increase 
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in utilizations of long-term credits. Use of credits, at 
$1.25 billion, was three times larger than during the 
previous year; it included a drawing of $250 million 
by the United Kingdom from the special post-Suez loan 
commitment. The fiscal year 1958 was the first since 
1954 in which long-term credits showed a net outflow. 
Short-term credits, which amounted to $335 million, 
took the form of a net accumulation by the U.S. Gov- 
ernment of claims abroad from the sale of farm prod- 
ucts for foreign currencies. The rate of accumulation 
was $500 million less than during the preceding 
12-month period. 

Military grants rose by $200 million, to $2.5 billion, 
thus representing one half of the total transfers abroad 
in fiscal 1958, the same proportion as a year earlier. 
Nonmilitary grants fell by $185 million, to $1.5 billion, 
the smallest amount for any 12-month period in the 
postwar years. 

There was a major change in the area distribution 
of military grants: deliveries to Western Europe, at 
$0.9 billion, were one-fourth smaller than during fiscal 
1957; those to the Near East, Africa, and South Asia 
increased by 60 per cent, to $0.6 billion; and those to 
the Far East and Pacific rose by 43 per cent, to $0.9 
billion. Nonmilitary aid to Western Europe declined 
despite the large loan by the Export-Import Bank of 
Washington to the United Kingdom. One of the largest 
increases in nonmilitary transfers ($100 million) was 
to Poland; it was composed mainly of sales of farm 
surpluses. Total nonmilitary aid to the Near East and 
Asia fell from $1.8 billion to $1.6 billion, as grants to 
Turkey and Iran fell sharply and deposits from sales of 
surplus commodities to Korea, Indonesia, and Japan 
declined. Aid to India rose by almost two thirds as a 
result of large deposits under surplus sales; these 
deposits, amounting to $184 million, accounted for 
over one half of total deposits during the year. Aid to 
Latin America doubled as a result of disbursements by 
the Export-Import Bank to Argentina, Brazil, Chile, 
Colombia, Mexico, and Peru. 


Source: Department of Commerce, Press Release, 
Washington, D. C., November 17, 1958. 


U.S. Anti-Dumping Decision 

The U.S. Tariff Commission has ruled that Finnish 
and Norwegian tissue paper is not being imported at 
prices which might injure a domestic industry. The 
case is the first to be decided under the recently 
amended Anti-Dumping Act of 1921. It was found 
that, while quality tissue of domestic manufacture has 
sold at prices higher than those for comparable imports, 
prices of imports of lower grades have been well above 
those of comparable domestic products. More than 
50 anti-dumping cases are still pending; these include 


aluminum foil from the United Kingdom, West Ger- 

many, France, Austria, and Switzerland. 

Source: The Journal of Commerce, New York, N. Y., 
November 12, 1958. 


Canadian Business Earnings 

Net earnings of a sample of 36 Canadian business 
firms continued to decline in the third quarter of 1958, 
in comparison with the same period a year ago, but the 
decline was less than the average for the first nine 
months. In the nine-month period, earnings of 21 com- 
panies were less, and those of 15 companies were more, 
than in the first nine months of 1957. In the third 
quarter, however, only 11 companies reported a decline, 
while 25 companies increased their earnings. Compared 
with the low levels of the first and second quarters of 
1958, the third quarter marks a definite upturn. 
Source: The Financial Post, Toronto, Canada, Novem- 

ber 15, 1958. 


Latin America 


Mexican Lead and Zinc Export Quotas 

On October 16, the Mexican Government, which had 
suspended lead and zinc exports when the United States 
reduced its imports of these metals by 20 per cent (see 
this News Survey, Vol. XI, p. 103), announced new 
export quotas which are designed to make possible an 
equitable distribution of this reduction among Mexican 
producers. 

The loss in export taxes attributable to the reduction 
in Mexican exports of lead and zinc is estimated at 
Mex$40 million annually. 

Source: Banco Nacional de Comercio Exterior, S.A., 
Comercio Exterior de México, Mexico, D.F., 
November 1958. 


Peru’s Exchange Rate Policy 

The Central Reserve Bank of Pera announced on 
November 12 that it was again ready with the stabili- 
zation credits that are available to enter the foreign 
exchange certificate market when prevailing conditions 
required such action. In line with the plan prepared 
by the Government and in accordance with the recom- 
mendations of the International Monetary Fund, these 
credits will be used to offset balance of payments dis- 
equilibrium and bring about economic stability. The 
exchange certificate system has not been changed. 

During the last month the sol has been under sus- 
tained pressure, the certificate rate moving from around 
S/. 24.60 per U.S. dollar in the middle of October to 
S/. 25.50 on November 13. Permanent exchange sta- 
bility depends in large measure on budgetary equilib- 
rium. Tax measures submitted to the legislature include 
a proposal to increase the profits tax, with a scale of 
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rates ranging from 7 per cent to a maximum of 35 per 

cent, on profits of S/. 1 million or more. 

Source: Banco Continental, News Letter, Lima, Peru, 
November 13, 1958. 


Economic Development Policies of Brazil 

A program of economic development for Brazil, 
covering the period 1956-61—approximately the period 
of President Kubitschek’s term of office—attempts to 
adapt the techniques of implementation to the different 
characteristics of the various sectors involved. Certain 
investment projects, such as public utilities, are exclu- 
sively within the province of the Central or State Gov- 
ernments. When the implementation is left to private 
initiative, the Government provides various incentives 
to channel investment to the sector where such invest- 
ment is most needed; these incentives include subsidi- 
zation and the granting of tax advantages, medium- 
term and long-term credit facilities for the purchase of 
equipment, and technical assistance. 

Investment is being concentrated in the basic sectors 
of energy and transportation, the major bottlenecks in 
the Brazilian economy. About 43 per cent of the 
resources of the program are being used to increase 
sources of energy, 29 per cent for the transportation 
system, 20 per cent for the development of heavy 
industry, and 8 per cent for agriculture, light industry, 
and education. 

Total planned investments for the period 1957-61 
are set at Cr$356 billion at 1956 prices. Of this total, 
Cr$119 billion, or the equivalent of about US$2.3 bil- 
lion, will be required for purchases abroad: US$862 
million for energy development, US$582 million for 
transportation, US$130 million for food, and US$593 
million for basic industries. It is expected, however, 
that only US$1.3 billion will actually be spent during 
this period. Since the balance of payments of Brazil is 
hindered by the high costs of the foreign debt service, 
some basic difficulties will be met, especially in the cur- 
rent year and in 1959. Brazil hopes to refinance some of 
its obligations; furthermore, the improvement in produc- 
tion that is expected to result from the new investments 
may strengthen the country’s balance of payments 
position. 

Source: Banque Francaise et Italienne pour L’Amé- 
rique du Sud, Note Mensuelle, Paris, France, 
August 1958. 


Other Countries 


New Currency in Tunisia 

A new currency unit, the dinar, equivalent to 1,000 
French francs, was established in Tunisia on Novem- 
ber 1. At the same time the Bank of Algeria and 
Tunisia, which has been wholly owned by the French 
State since 1946, yielded its note issuing and other 
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privileges in Tunisia to a new Central Bank of Tunisia 
and took again the name of the Bank of Algeria. 
Tunisia remains in the franc zone, with an obligation to 
observe its common regulations on external payments. 
It now has a representative on the Comité Monétaire 
de la Zone Franc, which was constituted in 1952 to 
organize and manage the Zone. 


Source: Le Monde, Paris, France, November 5, 1958. 


Fund Alternate Executive Directors 


The following Alternate Directors of the Fund have 
been appointed by the Executive Directors who were 
elected at the Thirteenth Annual Meeting (see this 
News Survey, Vol. XI, p. 140): 

Thorhallur Asgeirsson, formerly Secretary General, 
Ministry of Commerce of Iceland, has been appointed 
Alternate to Eero Asp (Finland). 

Jorge Marshall, from Chile, formerly Chief of the 
Middle American Division, Western Hemisphere De- 
partment of the International Monetary Fund, has been 
appointed Alternate to Felipe Herrera (Chile). 

The following Alternate Directors, who were mem- 
bers of the Fund Executive Board at the time of the 
Thirteenth Annual Meeting, will continue to serve: 
Costa P. Caranicas (Greece), Brian Emmott Fleming 
(Australia), Wilhelm Hanemann (Federal Republic of 
Germany), Jorge Hazera (Costa Rica), Helvecio 
Xavier Lopes (Brazil), Albert Mansour (United Arab 
Republic), Maurice Toussaint (Belgium), Tun Thin 
(Burma), and H. M. H. A. van der Valk (Nether- 
lands). 

The following Alternates appointed by the Executive 
Directors directly nominated by their countries will 
also continue to serve: John S. Hooker (United States), 
G. J. MacGillivray (United Kingdom), Ching-Yao 
Hsieh (China), Marcel Theron (France), and Alan B. 
Hockin (Canada). I. G. Patel, formerly Deputy Eco- 
nomic Adviser, Ministry of Finance, Government of 
India, has been newly appointed by B. N. Adarkar, 
Executive Director for India. 


International Financial News Survey, written by mem- 
bers of the staff of the Fund, is based on material 
published in newspapers, periodicals, official documents, 
and other publications as cited at the end of each note. 
Explanatory material may be added, but no Fund 
editorial comment or opinion. Therefore any views 
expressed are taken from the sources quoted and are not 
necessarily those of the Fund. 

The News Survey is published weekly, except in the 
Christmas and New Year weeks. It may be obtained free 
of charge by applying to 
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